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KEY ECONOMIC INDICATORS: CYPRUS 


Item and Date of Most Recent 

Date Shown 

GNP at current prices (ER) 1/ 

GNP at constant (1958) prices (ER) 
Per capita GNP, at constant prices* 
Investment as % current GNP¥ 

Money Supply (CBB) 2/ 

Domestic Credit Outstanding(CBB) 
Interest Rate, Central Bank * 
Interest Rate, Commercial Bank Prime* 
Interest Rate, Commercial Bank Average 
Public Debt Outstanding (CBB) 
Domestic (CBB) 

External (CBB) 

External Debt Service Ratio * 

Gold & Foreign Exchange Reserves 
Balance of Payments Surplus 

Import Duties 

Tourist Arrivals (In thousands)* 


Earnings from Tourism 


1565 
515 
46 
714 
2he2% 

91 
195 
505% 
73% 
8.0% 

29 

18 


3 
191 

16 
27.8 
118 
18.7 


B 
19 


543 
458 
72h 
25 eh% 
102 
211 
6% 
73% 
8.3% 
32 
19 
13 
3% 
223 
25 
2965 
127 
19 


mn 
608 (PR) 
494,(PR) 
768 (PR) 
26.0%(PR) 
112 
235 
6% 
TE 
8.3% 
30 
19 
11 
3%(PR) 
276 
(PR) 
3408 
178 
320k 


D 


Percent change 
(1971 Vs 1970 


+126 
+7..9% 
+6.1% 
#2h% 
+982 
+11.h% 
Unchanged 
Unchanged 
Unchanged 
6.2% 
Unchanged 
6.2% 
Unchanged 
+23.8% 
+76.0% 
+18.0% 
+0. 2% 
+67.0% 
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ee, D 
Percentage Change 
1969 «197 197 ve 1970 

Manufacturing (Value)GDP 53-3 58.3 6h 3(PR) +10.3%(PR) 
Electric Power: (In Mil.kwh) 

Production 507.6 563.6 618.2 + 9.7% 

Consumption 4090) 460.5 Neds Nede 
Cement: (In long tons) 2h3 266 302 413.5% 

Locally produced 2 27 33 422.2% 
Unemployment rate (RUS) 3/# 1.0% 1.1% 1.1% Unchanged 
Consumer prices (1967=100)* 106.2 108.8 113.3 +h.1% 
Index of Mfg Wages (1967=100)* 113.8 122.3 Neds Neade 
Foreign Trade (ASIE) h/ 5/ 

Total Exports, FOB 98.2 108.5 114.2 +543% 

Exports to UeSe 1.2 1.2 1.0 -16.7% 

Total Imports, CIF 207.6 23507 256.6 +8.9% 

Imports from U.S. 9.8 15.8 Wek 5.9% 
Imports - Other Main Sources: 

U.K. 6767 69.4 7307 +6.2% 

Italy 20.2 2hed 26.2 +6.9% 

W.Germany 16.6 17.0 18.5 +8.8% 

EEC 58.1 65.0 7307 +1344 


Soviet Union & East Europe 13.9 15.6 18.0 415% 





Production—Major Agre, 
Mnge, Mfg., Items A B C D 


Percentage Change 
(In'000 long tons) 1969 1970 ae! 1971 1970 


Vs 
Vol. Value Vol. Value Vol. Value Vole Value 


Citrus: 
Production 172 20.1(Est) 170 20,2(Est) 245(PR) 32.9(Est) +hhe1Z(PR) +6298 
Exports 135 1725 131 17.3 20 3005 +55.7% +76.¥% 
Potatoes: 
Production 160 14.6 208 19.2 180(PR) 13-l4(PR) -13.5% ~30.2% 
Exports 117 11.5 158 15.6 148 11.0 -6.3% =29.5% 
Carobs: 
Production 55 26 49 = el SO(PR)  2e9(PR) + 2% +20.8% 
Exports 2 Zee 32 le? 33 202 +3.1% +29.4% 
Copper and Related 
Minerals: 
Production 1y2 1yeS(Est) 157 20.3(Est) 130(PR) 12.8(Est) -17.2% =36.9% 
Exports 157 17.8 159 22.8 133 14.6 -16.4%  -36.0% 
Iron Pyrites: 
Production 832 6.9(Est) 747 5.2(Est) 700(PR) 3.8(Est) 6.3% =26.9% 
Exports 834 Tel 805 6.2 602 3.6 =25 42% 1.9% 
Asbestos: (In short 
tons) 
Production 21 2.4(Est) 28 3,6(Est) 28(PR) 3-2(Est) Unchanged -11.2% 


302 
Exports 19 2.2 2h 3el 22 Sel +12.5% Uncharee 





Main Exports to U.S. for 1971 (Commodity, Quantity & Value):* 


1970 ee es 
Quantity Value Quantity Value 
in long tons in U.S.$ in long tons in U.S. $ 
Unmanufactured Tobacco 578 387,214 388 23,617 
Sheep's and Lamb's Wool 325 208 ,080 150 86,00 


Main Imports from U.S. for 1970 (Commodity, Quantity & Value):+* 


1970 L971 
uantit Value antit Value 

in long ee in U.S.$ in long tons in US$ 
Machinery & Transport 
Equipment 7/ 3,116,659 1,743,156 
Wheat 43,386 3,014,868 28,66) 2,04),140 
Barley 67,483 4,111,52) 19,380 1,476,247 
Maize 8/ 1,053 69,87, 12,919 1,166,892 
Leaf Tobacco 428 1,009,52) 395 972,833 
Cigarettes 35 197,131 26 149, 2hh 
Medicines ad 218 , 369 ae 188,916 
Insecticides and 
weed-killers -- 60,725 -- 1,007,938 
Air-Conditioning Machines 812 323,561 1,421 349,82) 
Kraft and corrugated -- 86,801 oo 543 ,4h9 
paper, paperboard, and 
paper bags 
Natural and synthetic = 31,69 os 85, 28h 


fabrics 








2/ 


a¢ eu € 
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Economic Report, issued by the Statistics and Research Dept. 
of the Ministry of Finance. 


Central Bank Bulletin, issued by the Central Bank of Cypruse 


Report Unemployment Situation, issued by the Ministry of Labor and 
Social Insurance (Statistics reflect only those unemployed who 
register with the Government Labor Placement Office) 


Monthly Statistics of Imports-Exports, issued by the Statistics 
and Research Dept., of the Ministry of Finance, 


Annual Statistics of Imports-Exports, issued by the Statistics 
and Research Dept., of the Ministry of Finance. 


The conversion rate used was: One C& = U.S,$2.)0 


This figure includes temporary imports of machinery and equipment 
by a U.S. firm engaged in port construction work, valued at U.S. 
$1,619,741. The machinery and equipment upon completion of the 
port works will be reexported. 


This figure includes U.S. maize contributions to WFP which amounted 
to about 98) and 2,983 long tons for 1970 and 1971 respectively. 
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SUMMARY 


In 1971, the Cypriot economy bounced back to bumper growth after its 
sluggish performance of 1970, Production in the agricultural sector, 
recovering from the droughtof the previous year, increased by more \ 
that 8.8% in value over 1970. Recovering from the political tensions 

of the previous year, the number of tourists registered a tremendous 

40.2% increase. Fired by the success of these two sectors and 

maintained by more normal increases in other sectors, the island's 

GNP moved ahead in 1971 by a respectable 7.9% at constant 1958 prices, 

compared with 1970's growth of only 4.5%. 


me 


A tendency to overheat in the economy was evidenced by increases in the 
money supply of 9,8%, and in the amount of domestic credit outstanding 
for the year of 11.4%. Public debt was, in fact, reduced by 6.2%. 
Heavy capital inflows contributed to a balance of payments surplus and 
foreign exchange reserves of $276 million by the end of 1971, an 
increase of 76% over 1970. 


The aforementioned factors continued to put pressure on the retail 
price index, which rose by 4.1%. There was also a continued decline 
of the balance of trade, stimulated by renewed consumer demand, 
Inflationary pressures in Cyprus' major trading partners were felt in 
the island through their exports to the island; on the other hand, 
imports also acted as a safety valve for home-generated inflationary 
pressure. 


The Government took its first steps with the Commission of the Common 
Market to reach an association agreement. Two meetings in early 1972 
brought out an EC offer of a 70% preference for Cypriot industrial 
exports and a 0% preference for Cypriot citrus, as well as preferential 
treatment for carobs, in return for a 35% preference for a wide range 

of EC exports to Cyprus. The GO will try for even better terms, 
particularly for the island's other agricultural exports. 


The effect of 1971's international monetary instability on the Cyprus 
economy was softened by the island's close trading ties with the U.K. 
and the European continent. The Cyprus pound maintained its par value 
with gold, allowing the dollar to depreciate by 8.6%. Thus far, there 
has been little evidence of price changes in the island's imports 
(except for major items, e.g. automobiles), as importers either took 
marginal losses or reaped profits within the existing price structure, 
Trading patterns have remained relatively stable. This should 
gradually change over the next years. 





1972 ushers in the new 3rd Five Year Plane The new plan is marked 
by a shift in emphasis from the development of import-substitution 
to export oriented industry, and the development of a position as 
the region's re-exporter. Several major public works projects and 
private initiatives will begin over the next intermediate term, 
including the general hospital, government buildings, a mountain 
recreation area, several large hotels, and others, including 
eventually a large desalination project. 


Notwithstanding the low rainfall over the season = about 50% of 
annual average ~ 1972 will also be a good agricultural year. 


Though 1971 was relatively quiet in the labor sector, the first 
quarter of 1972 has seen considerable unrest. as several major 
contracts have come up for negotiation in the industrial and service 
sectors. Wage demands have so far been far in excess of expected 
increases in productivity, thus lending additional force to 
inflationary pressures. Finance Ministry officials expect the RPI 
will rise over the year by = 5 percent. 


The trading and investment climate in Cyprus remains generally 
favorable. The Government favors a multilateral trade policy, , 
though much of its trade with Eastern Europe is carried on through 
bilateral agreements. Commonwealth preference, the Government's 
aspirations to the Common Market, and a propensity to protect local 
industry are exceptions to this policy. Prospective foreign 
investment is attracted by a program of incentives, including free 
entry of capital goods, tax benefits, etc. Cyprus is member of 
the sterling area and maintains full convertibility with the pound 
sterling. Though movement out of the sterling area is governed 

by exchange controls, they are liberally administered. 


A double taxation agreement was recently negotiated between the 
United States and Cyprus, and will hopefully soon be in force. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Good Growth in 1971, but Inflationary Pressures Begin to Mount 


After a weak performance in 1970, due mainly to a poor grain 

harvest and the smallest increase in tourist arrivals in several 
years, the Cypriot economy moved ahead well in these and other 

sectors in 1971 to register a healthy 7.9% increase in GNP at constant 
prices. The agricultural sector, the economy's largest and the 
keystone of domestic consumer demand, advanced by 8.8% (estimated) 
over 1970's production by value. Tourism increased by 40.2% in 
arrivals over the previous year, and in earnings by a spectacular 67%. 
Construction continued its multi-year boom, contributing more than 
50% to the formation of fixed capital. Investment, as a percentage 

of GNP, rose by 2.4% to 26%. Estimates are that roughly half of 

this figure goes into construction, and the other half into land 
speculation. Other major sectors (except for mining and quarrying 
which is feeling the effects of gradually depleted mineral ore 
reserves), also registered respectable increases in contribution to 
the GNP. Per capita GNP increased by an estimated 6.1% over the 

year to $768, at constant 1958 prices, or $951, at current prices. 


Credit restrictions, which were laid on the banking system in mid-1969, 
were removed by early 1971, and the effect was felt throughout the 
economy,- The money supply rose at an annual rate of 9.8%. With 
commercial lending rates unchanged, the domestic debt outstanding 
increased by 11.4% over the year. Imports rose by 8.9%, while 

exports increased by only 5.3%. The trade deficit increased by 6.5% 
over 19703; capital inflows again came to the rescue, creating a 

$4 million surplus in the balance of payments, and building 

foreign exchange reserves to $276 million. All these factors 

combined to bring about an increase in the RPI for 1971 of .1%, 
greater than any increase over the last four years. An extremely 
tight labor market (registered unemployed only 1.1% of the 
economically active population), combined with a heavily weighted 
dependence on indirect taxation for Government revenues, limits fiscal 
alternatives to controlling inflationary pressures. The large role 
played by imports in the satisfaction of local demand acts as both 

a constraint on the effectiveness of government monetary and fiscal 
policy, and as an escape valve for island-generated inflationary 
pressures. 


The international monetary instability of late 1971 had little initial 
effect on imports into the island. The Cyprus pound maintained its 


ll 


par value with gold (and with the pound sterling), effectively 
devaluing the dollar by 8.6%. The fact that one third of Cyprus! 
imports originate in the U.K. softened shifts in trade patterns, 

but Government officials and businessmen expect to see trading 
movements away from more costly to cheaper currency areas (including 
the U.S.) in the next two years. 


The labor scene was relatively tranquil over 1971. Several major 
contracts have, or are to, come up for renegotiation in 1972, however, 
and much disruption is expected in the domestic economy as a result. 
Strikes have already occurred in the banks, the secondary schools, 

and the NAAFI stores (duty free shops for the British forces in Cyprus). 


1972 should nevertheless prove a good year for the island's economy, 
barring political instability. Though rainfall has been only half 

the average over most of the island and the grain crop has been 
seriously affected other crops such as citrus, potatoes, carobs, and 
olives are expected to do very well. However, as a result of minimal 
extra precipitation and replenishment of the island's acquifers Cyprus 
may experience serious water shortages in certain areas, Tourist 
arrivals are already 45-50% over 1971. Several new hotels and 
manufacturing units are planned to start in the new year, and the 
Government has stated its intention to move ahead quickly on the creation 
of additional industrial estates and a free zone. 1972 marks the 
beginning of the 3rd Five Year Plan. To the Government, this means an 
intensive push to a position as a regional trading and manufacturing 
center, and the creation of infrastructural works necessary to bring 
this about. 


TOURISM - A Spectacular 1971, with Equal Prospects for 1972 


It is axiomatic in Cyprus that tourism will replace the unstable 
invisibles as a source of revenue. In 1971, the axiom has seemed to 

be working out. Though 1970 was abnormally low in tourist arrivals, 

the number in 1971 lept ahead to 178,000, an increase of 0.2% over 

the previous year. Average increases for the last five years have 
hovered around 27%, The average over the world is about 12%. Cyprus 
looks good by comparison, and 1972 seems to be repeating the performance 
as tourist arrivals over the first three months are up 45-50% over 1971. 
Earnings from tourism in 1971 were up 67% over 1970, amounting to $32.) 
million, 


At the same time, the number of hotels rose from 1970's 135 to 142 in 
1971, and the number of beds from 7823 to 9500. Seventeen hotels with 

a total of 5000 beds are presently under construction. The Government's 
goal is 26,000 beds by 1976, to service an estimated 50,000 to 500,000 
tourists annually. The Government expects to receive roughly $91. million, 
at the rate of exchange One C&=U.S.$2.60, in foreign exchange earnings 
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from tourism by 1976. Under the 3rd Five Year Plan, the develop-=- 
ment of tourism continues to be of high priority. Government 

credits for tourist developments will average about C&1l million 

per year. Government-owned land is available for lease to private 
developers, Duty-free importation for certain hotel items is 
permitted. In the Government training schemes, special emphasis 

is being placed on the training of hotel and tourist personnel. 

Hotel personnel requirements for 1976 are estimated at 7000, compared 
to 2600 for 1971. 


The Government is also intensifying its programs ancillary to the 
tourism industry - the development of internal and external communi- 
cations, the continuing of publicity campaigns in countries of tourist 
potential, and the creation of regulatory laws for non-hotel tourist 
facilities and travel agencies. The new Cyprus Tourism Organization 

is fully operational and directing the island's tourism effort as the 
Government's coordinating agente 


Association with the Common Market 


Over the past several years, approximately one third of Cyprus' foreign 
trade has been with the United Kingdom. The U.K.'s prospective 
association with the Common Market, therefore, has created a sense of 
urgency among the island's business community and in the Government's own 
pursuit of a Cypriot association with the Common Market. To this end, 
exploratory talks with Common Market representatives were held in 
mid=-1971, and negotiations were opened in January, 1972. The initial 
Common Market offer to Cyprus included a 0 percent preference on 
Cypriot citrus, preference for the island's carobs, as well as a 70 
percent preference for Cyprus' industrial goods. In return, the Common 
Market negotiators demanded a 35 percent reduction of tariffs for a 
wide range of Market industrial exports to the island. The form of 

the agreement is presently seen as a twoestage ten year move to customs 
union, similar to that concluded between Malta and the Common Market. 
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IMPLICATIONS FOR THE UNITED STATES 


Trade and Investment Climate Generally Favorable: The Government 
of Cyprus pursues a multilateral trade policy, notwithstanding 


several bilateral agreements with Eastern European countries. There 
are, nevertheless, several factors which favor Cypriot trade with 

its Commonwealth partners over the non-Commonwealth world. Cypriot 
tariffs offer an 8% differential in favor of the Commonwealth. As 

a member of the sterling area, remittance outside the sterling area 
requires permission of the exchange control authorities = though 
such permission has generally been readily granted to facilitate 
international payments. A relatively recent disincentive to foreign 
investment has been the occasional moves of the Cypriot Government 
to impose protective tariffs for new industries without great regard 
for potential efficiency. Import licenses are not generally required 
except for items which compete with local industries or which the 
Government feels would conflict with its development efforts. American 
exporters must also be aware that the North American Conference Line 
has imposed an $18.00 differential per ton on cargoes discharged at 
the port of Famagusta. Perhaps with the construction of the new port 
at Limassol and increased facilities at Famagusta, this surcharge can 
be removed. If the Government's desire to make Cyprus a regional 
distributing center for the Middle East is realized, larger cargoes 
will then be destined for Cyprus, obviating a fundamental reason 

for the surcharge. 


Cypriot Incentives to Foreign Investment: The Government of Cyprus 


has shown great interest in promoting foreign investment, particularly 
in the import-substitution or export sectors, and in the area of 
tourism. 


As with many countries, the majority holder in a joint venture must 
be Cypriot = though this general rule may occasionally be overruled 
by the Ministry of Commerce and Industry. To attract potential 
investors, the Government has compiled a program of incentives = 
generally matching those offered domestic investors. They include 
free entry of capital goods, the offzr of a building site and/or 
building in one of the island's industrial zones at low rent, rapid 
depreciation allowances, the possibility of tariff protection during 
the industry's formative years, and others. They do not include the 
tax holiday often found in other developing countries. Specifically 
for the hotel industry, the Government has recently enacted legislation 
allowing the Loan Commissioners to finance up to 80% of new hotel 
construction. 











Payment and Credit: Though U.Se exporters still generally prefer 

payment by letter of credit, non=<4merican exporters tend to help 
their Cypriot importers through the use of sight draft arrangements. 

The latter method appears to be much preferred by Cypriot businessmen. 


Double Taxation Agreement: A pouble Taxation Agreement was recently 
negotiated between the U.S. Government and Cyprus. It should be 
ratified within the next several months. 


The UeSe in the Cyprus Market: U.S. businessmen have never viewed 
Cyprus as a challenging market in spite of the fact that in 1971, 
Cypriots imported over $256.6 million of goods and services, There 
are some understandable reasons for this relative indifference. 

The Cypriot market is small, It is traditionally oriented toward the 
UeKe UeSe goods often come into Cyprus at higher tariff levels than 
those from Commonwealth countries. There is no AID program in Cyprus 
to which U.S. exports can be tied. The island has in recent years 
been subject to some political instability. Nevertheless, there is 
room for U.S. goods in the Cyprus market, and this will expand with the 
expanding market. In 1969, American imports accounted for 4.8% of 
the total - $9.8 million out of:$203 millions of imports. In 1970, 
(largely due to $7.2 million of grain imports) U.S. exports amounted 
to $15.7 million or 5.6% out of a total of $235.7 million of 

Cyprus' imports. In 1971, there was a slight drop in the total 
value of US exports to Cyprus, to $1). million. This figure - net 
of cereals, however, - marked a 14.1% increase over 1970, 


There are many areas in which American goods and services should be 
able to compete successfully, but where no persistent effort has been 
made over the past years. Some time over the next two years, Cyprus 
Airways will probably buy a considerable amount of port cargo 
handling equipment, and perhaps a cargo plane. With Government 
stimulation through subsidies for construction, seventeen new hotels 
are going up or are presently on the drawing board = over 3000 beds. 

A Government=sponsored sawmill and chipboard plant has been put out 
for tenders, and there is the additional possibility that a cement- 
asbestos plant and an import-substitution oriented chemical fertilizer 
operation will be created, A Government building complex is again 
scheduled for tendering sometime over the next year. The island's 
first centrally air conditioned apartment house was recently completed 
in Nicosia, and others are planned. 
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American Products with Good Export Potential: Clearly, U.S. 
technology will prove most highly competitive in the Cyprus market 

in areas of production in which it is most advanced. Air Conditioning - 
both central and room = is in increasing demand, as are the goods and 
services of hotel developers and suppliers of hotel equipment. 
Manufacturers and suppliers of equipment for leisure time activities 
should find expanding interest on the island. Heavy equipment, both 
for mining and road construction, offers an opportunity. Port 
equipment will be needed, not only for the new port of Limassol, 

but for improvements planned for Famagusta and the island's secondary 
ports. Food processing equipment will be required as the Government 
emphasizes its goal of expanding agricultural exports. The U.S. 
dominates the electronic data processing field on the island; 

this area will expand as the island's businessmen adopt more modern 
managerial techniques. Managerial consultants will find opportunities 
in the new interest the island's businessmen are taking in the 
development of modern managerial techniques. Virginia yellow leaf 
tobacco still virtually monopolizes the local cigarette market. 

The UeS. is the largest supolier of maize as fodder for the island's 
expanding animal husbandry industry. Soya crude oil should. find 

a market with the island's new vegetable oil refinery. 








* US. GOVERNMENT PRINTING OFFICE: 1972—481-592/122 





